Citizens are departing high tax US states for low tax rates. These effects are particularly strong among bordering states. Each positive 1 percentage point tax burden differential between states decreases the ratio of income migration into the high tax state by 6.78 percent in a given year.
Introduction
Citizens are departing from high tax US states for low tax states. Taxation through personal income taxes, property taxes, sales taxes, and excise taxes among many others create an average state and local tax burden. In the ten year timeframe from 2000 through 2009, residents have consistently left high tax, high debt states for low-tax, low-debt states. Migrating residents in the top 10 ten tax states departed taking $87.7 billion with them (chart 1). Meanwhile, the lowest 10 tax states gained $88.5 billion in new income over the course of the decade (chart 2). The debt story follows a similar storyline. During 2009, the top ten debt states lost $5.3 billion while the lowest ten debt states gained $4.6 billion. To create an economic environment conducive to wealth creation, states need to understand the dangers of certain levels of taxation and debt. The raw data narrative is also similar to a close econometric examination of bordering states; each positive 1 percentage point tax burden differential between states decreases the ratio of income migration into the high tax state by 6.78% in a given year.
Chart 1
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II. Literature Review
One of the earliest arguments about migration and the importance of differing state and local tax and expenditure packages goes back to Tiebout (1956) . He argued that sufficiently motivated individuals would move to the district that best satisfied preferences. Although Tiebout's model assumed government expenditure would provide public goods (rather than achieving income redistribution), taxation played a central role in shaping preferences.
Economic intuition tells us, that all else being equal, individuals want to retain the greatest possible return on their labor. Pena (2005) found that as workers achieve higher levels of education, their sensitivity toward income migration due to higher income and sales taxes increases. This is consistent with earlier work (Borjas, 1990; Feinstein, 1994) . A 2003 study by Richard Vedder found that an increase of taxes equal to one percent of personal income lowers migration by around 100,000 persons (Vedder, 2003 
III. Methodology
This particular study is different from previous work in its emphasis on border migration (including the District of Columbia). Additionally, the migration is not in terms of households, but in terms of income transfer. Lastly, this study differentiates itself by looking at average state and local tax burdens rather than income, property, or sales taxes. The focus is upon understanding the migration of annual income as result of aggregate tax differences.
To test the empirical impact of differences in tax burdens and debt on the US movement of income, I collected publically available data from 1992 to 2009. By using cross-sectional time-series data and controlling for fixed state effects, the impact of taxes can be observed on the migration of income. Specifically, this paper focuses on the migration of income among border states (107 groups). 1,588 observations are collected for 107 border state relationships over 18 years (with data gaps in 2001 and 2003) . This data is then lagged by a year to allow for the decision to migrate to take effect. This is consistent with previous work (Lai, 2011) .
The data for the dependent variable is found in the IRS's "SOI Tax Stats -Statistics of
Income." This data measures the movement of annual income that permanently leaves one state and registers within another, as well as the number of households.
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Five independent variables were tested for their explanatory power. The model uses an OLS regression with correlated panels corrected standard errors (PCSEs) to control for any autocorrelation present in the specified model. As the model deals with cross-sectional time series data, I conclude from literature reviews on migratory behavior that the PCSE is a literature appropriate way to control for any present autocorrelation (Beck, 1995) .
The first exogeneous variable is state and local tax burdens by state. This data comes from the Tax Higher housing prices correlate with greater economic growth and therefore this housing price index is sometimes used as an approximate measure of state economic strength (Miller, 2009 ).
On the other hand, higher housing prices may serve as an increased barrier to entry.
The fifth exogenous variable is differences in annual temperature. Some migratory literature accounts for warmer temperatures as a positive cause of migration (Wallace, 2002 
The conversion is intended to provide a rough estimate of 2012 tax effects. This procedure of converting the effective migration ratios between states into nominal amounts has a couple assumptions: (1) future trends revert to a historical mean (this includes a historical mean of the difference between two states' tax burdens as well) and (2) (Gabriel 1992; Molloy, 2010) .
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By examining the tax burden differences among the states, the developed model shows which states gain/lose most significantly from neighbors. 2) ).
Although the revenue gains from taxes frequently are greater than the lost revenue due to migration, it is important to recognize the diminished economic activity as a result of migration.
In the 2011 Cost of the Government Day Report, New Jersey's estimated tax increases between fiscal years 2002 and 2011 cumulated to $43 billion (Feldman, 2011) . According to the developed model above and of interest to the New Jersey Treasury Department, New Jersey's border neighbors will gain an estimated $1.3 billion in former Garden State income as a result of less competitive tax policy in 2012 alone. The data suggests that foregone state income can be a significant price to pay for high tax burden differences. In addition to lost economic productivity as a result of migrating income, there are also the diminished returns for firms remaining in the state, thereby increasing deadweight losses.
V. Methodological Limitations
The first caveat is how the average migratory income for a set of years in a given state-tostate relationship is calculated. This method of averages is limited in that historical data of nominal income transfers is not necessarily reflective of 2012 levels. There is an assumed understanding that a specific amount of income will be transferred between the states in any given year. Likewise, it is assumed that the tax rate differences over this time are constant. This is not necessarily the case. The amount of wealth that was transferred due to tax differences could have been less or more than the observed amount. Some of the historical data captured by the average is the result of sustained tax differences over the 18 years examined. As a result,
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multiplying historical averages by contemporary tax-induced migration ratios may only amplify effects already captured by the historical data for a particular state-to-state relationship. Second, estimations of economic growth in the 48 continuous states and the District of Columbia are calculated using national averages rather than particularly local estimates. Clearly, some states will grow faster than others. Last, the rendered nominal income migration in 2012 would be potentially different if alternatively calculated by dividing the absolute value of net income into state B from state A divided by net income for each year by state B's total personal income.
VI. Conclusion
For all states, this study highlights the importance of minimizing tax burden differences with neighboring states. Specific states such as Texas and Tennessee are well situated to attract income from bordering states. These two states have lower tax burdens than all their neighbors (four and eight, respectively). Other states such as California, Florida, and New Jersey have a regional tax problem where higher tax burdens lead wage earners and entrepreneurs to move next door on an annual basis. Certain states such as Illinois and New York with many bordering states are regionally uncompetitive with most neighbors. To remain attractive to businesses and highskilled workers who are most sensitive to these differences, policymakers will need to reduce tax burdens. Each positive 1 percentage point difference in the tax burden increases the ratio of net income out-migration to the bordering state by 6.78%. In years where income migration levels are relatively high, this effect will be more poignant. 
Appendix 1: Income Migration Ratios Resulting from Tax Differences

